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A. Terms of Reference

194. Does the United States maintain its position stated in response to the Panel's
Question No. 67 that "it would not be appropriate for the Panel to examine
payments made after the date of panel establishment"? If so, please explain why.
Can Brazil comment on this statement? BRA, USA

1. Brazil’s answer conflates two issues: the measures a Panel is to examine and the evidence
a Panel may examine. As stated in the U.S. response, Brazil has challenged certain statutory
measures “as such”; Brazil has also challenged certain “payments” as measures. With respect to
payments, it is only those payments made through panel establishment that can be “specific
measures at issue” between the parties. Payments made after panel establishment necessarily had
not been made as of the time of establishment; therefore, those “measures” did not exist and
cannot have been within the Panel’s terms of reference as set out by the DSB.

2. The situation here is different from that in Chile — Price Bands' where the question was
whether an amendment made to a measure that both parties agreed were within the panel’s terms
of reference had altered the “essence” of the measure such that it was no longer a measure within
the panel’s terms of reference. Here, the question concerns measures (payments) that it is
without dispute did not exist at the time of panel establishment. Accordingly, the request for a
panel could not have “identified” non-existent measures, nor could Brazil have consulted on
measures “affecting” (present tense) the operation of a covered agreement. To find these
measures to be within the Panel’s terms of reference would therefore be in contravention of
Articles 4 and 6 of the DSU. It was Brazil’s choice to request establishment of the Panel part
way through marketing year 2002; thus, Brazil’s timing sets the parameters for what payments
are properly before the Panel.> In this connection, we note that Brazil has finally conceded the
correctness of the U.S. view that this Panel’s terms of reference cannot expand beyond their
scope of the date of panel establishment. In its answer to the Panel’s Question 247 (paragraph
149), Brazil states: “Thus, the ‘matter’ before the Panel has not changed (and cannot) since the
establishment of the Panel” (emphasis added). Brazil should of course also have acknowledged
that, despite this statement, it has in fact attempted to change the matter before the Panel.

3. This is not to say that a Panel may not examine evidence that is developed after panel
establishment.’ In fact, the United States would largely agree with Brazil’s statement that “to the
extent that ‘payments’ made since 18 March 2003 are evidence, the Appellate Body and panels
have repeatedly found that evidence generated after the establishment of the panel can be used by
[panels] in their objective assessment of the facts under DSU Article 11.”* The Panel should

'WT/DS207/AB/R.

“Past panels have examined measures subject to a dispute as they exist on the date of panel establishment.
See, e.g., Panel Report, India -- Quantitative Restrictions on Imports of Agricultural, Textile and Industrial
Products, WT/DS90/R, adopted 22 September 1999, paras. 5.159-5.163.

3See, e.g., Japan — Measures Affecting the Importation of Apples, WT/DS245/R, para. 4.15 (15 July 2003)
(rejecting Japan’s preliminary ruling request to strike certain affirmative evidence developed and submitted after the
date of panel establishment but no later than during the first panel meeting).

“Brazil’s Answer to Question 194, para. 5.
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carefully consider the import of this statement by Brazil, given the existence of three telling
pieces of evidence that Brazil has sought to minimize or neglected:

» First, Brazil largely ignores the undisputed fact that no marketing loan payments have
been made since September 19, 2003; thus, given expected prices, U.S. outlays will be
dramatically lower in marketing year 2003.

* Second, Brazil seeks to minimize the fact that futures prices indicate that the market
expects cotton prices to remain high through marketing years 2003 and 2004.

* Third, and perhaps most disconcerting, Brazil has neglected to inform the Panel that,
with respect to its preferred baseline approach, FAPRI has produced a (preliminary)
November 2003 baseline that revises projected prices significantly upwards as compared
to the outdated baseline on which Mr. Sumner’s economic analysis relies.

4. The first piece of evidence demonstrates not only that marketing loan payments will be
sharply lower in marketing year 2003 than in previous years, but fatally undercuts Brazil’s
economic analysis. The Panel will recall that in Brazil’s economic analysis, the marketing loan
program alone accounted for almost 43 percent of the effect of removal of all challenged U.S.
subsidies. Given that no marketing loan payments are being made and that futures prices and the
November 2003 FAPRI baseline suggest that no marketing loan payments will be made over the
remainder of marketing year 2003, the evidence does not support Brazil’s argument that U.S.
marketing loans for upland cotton create a threat of serious prejudice.

5. The second piece of evidence is that futures prices indicate that the market expects cotton
prices to remain high through marketing years 2003 and 2004. The table below shows settlement
prices on January 27, 2004, for contracts through marketing year 2004.
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New York Cotton Exchange, Cotton No. 2, January 27, 2004°
Contract Settlement (cents per pound)
March 2004 73.76
May 2004 75.06
July 2004 75.90
October 2004 68.25
December 2004 69.05
March 2005 71.05
May 2005 71.70
July 2005 72.40
6. The following table of futures prices for December 2004 upland cotton contracts further

demonstrates that price expectations have risen over time, and market participants expect cotton
prices to remain high through December 2004.

Futures Prices for December 2004 Cotton
Month Open for the High for the Low for the Close for the Average Close

ending Month Month Month Month for the Month
12/31/2002 60.63 62.20 60.49 60.50 61.34
1/31/2003 61.25 62.50 60.50 62.70 61.69
2/28/2003 62.90 63.00 61.30 62.87 62.53
3/31/2003 62.90 63.25 61.70 62.45 62.57
4/30/2003 62.40 64.00 62.00 62.45 62.69
5/31/2003 62.50 64.00 60.58 60.75 62.60
6/30/2003 60.50 64.60 59.00 65.25 62.55
7/31/2003 66.90 66.90 63.32 62.85 65.29
8/31/2003 62.90 63.25 60.70 63.68 61.95
9/30/2003 63.95 66.95 62.20 66.25 64.99
10/31/2003 65.75 71.00 64.80 68.85 67.72
11/30/2003 68.85 70.00 62.50 65.65 67.54
12/31/2003 67.50 68.45 63.25 68.28 65.60
1/22/2004 68.40 69.70 67.62 69.62 68.78

Source: New York Board of Trade, NY Cotton Exchange

SExhibit US-142.
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7. Third, Brazil has not provided the Panel with any information relating to the most recent
FAPRI November 2003 baseline. This preliminary baseline further undermines Brazil’s
economic analysis, which was predicated on projections of continued low cotton prices. As
noted with respect to the cessation of marketing loan payments and high futures prices, that low-
cotton-price projection on which Mr. Sumner relies has proven to be dramatically off-base. The
November 2003 baseline now recognizes that fact.

» For example, the FAPRI November 2002 baseline used by Mr. Sumner projected an A-
index of 50.7 cents per pound for marketing year 2003.

* The actual A-index in 2004 (through January 22) has varied between a low of 75.45
cents per pound on January 2 to a high of 76.95 cents per pound on January 22, 2004 —
that is, roughly 50 percent higher than the FAPRI November 2002 projection.

8. The price outlook for cotton has improved considerably since publication of the
November 2002 FAPRI baseline used by Dr. Sumner to estimate the effects of subsidies on U.S.
cotton production. The table below shows that projections for the Adjusted World Price are as
much as 54.1 percent higher, or 20 cents per pound, for marketing year 2003 in the November
2003 baseline as under the November 2002 baseline.

FAPRI’s Upwards Revisions to Adjusted World Price Baseline Projections

Adjusted World Price (cents/1b)
Year Nov 2002 Jan 2003 Nov 2003 " | Increase from Sumner Novo2
(Sumner) baseline to Nov03
2003/04 37.22 44.8 57.36 54.1 %
2004/05 39.83 454 50.96 27.9 %
2005/06 41.94 46 50.82 212 %
2006/07 43.6 46.7 50.35 155 %
2007/08 45.48 48 49.24 83 %
Average 41.61 46.18 51.75 24.4%

1/ Source: FAPRI Baseline, November 2003 (Exhibit US-132)

The chart below sets out the same data graphically, showing how much FAPRI’s projections
have been revised upwards since the November 2002 baseline on which Mr. Sumner’s analysis
relies.
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FAPRI's AWP Projections Have Been Revised
Steadily Upwards
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0. As a result of this large upwards revision in FAPRI’s projected adjusted world price,

FAPRTI’s estimated marketing loan gains have been reduced considerably.

* Under the November 2003 baseline, the estimated marketing loan gain for marketing
year 2003 is now zero, compared to almost 15 cents per pound under the November 2002
baseline used by Dr. Sumner.

» For marketing year 2004, the estimated marketing loan gain under the November 2003
baseline is 1.04 cents per pound, a reduction of 91.5 percent from the 12.17 cents per
pound estimated marketing loan gain in the November 2002 baseline used by Dr. Sumner.

* In fact, over the five-year period from marketing year 2003 to marketing year 2007, the
average marketing loan gain is estimated in the November 2003 baseline as 1.32 cents per
pound, 87.3 percent lower than the 10.39 cents per pound average using the November
2002 baseline on which Dr. Sumner relied.
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FAPRI’s Downwards Revisions to Its Marketing L.oan Gain Baseline Projections

Year Estimated marketing loan gain" (cents/Ib)

Nov 2002 Jan 2003 Nov 2003 * Decrease from Sumner

(Sumner) Nov02 baseline to Nov03
2003/04 14.78 7.2 0 100.0 %
2004/05 12.17 6.6 1.04 91.5%
2005/06 10.06 6 1.18 88.3 %
2006/07 8.4 53 1.65 80.4 %
2007/08 6.52 4 2.76 57.7%
Average 10.39 5.82 1.32 87.3 %

1/ The estimated marketing loan gain is the difference, if positive, between the loan rate (52 cents per 1b) and the
Adjusted World Price.
2/ Source: FAPRI Baseline, November 2003 (Exhibit US-132)

10. Recall that the marketing loan program accounted for more than 42 percent of the
estimated effects of removing all U.S. subsidies over MY 1999-2007 on production under the
model developed by Dr. Sumner.® Thus, updating the model to the November 2003 baseline
would virtually eliminate the estimated effect of the marketing loan program and significantly
reducing the overall estimated effect on production. Any remaining effects would largely be
attributed to direct payments under Dr. Sumner’s flawed model, with which we strongly disagree.

11. In addition, the FAPRI baseline from November 2002 projected 50.7 cents per pound for
the A-Index for marketing year 2003 and the January 2003 baseline projected 58.4 cents per
pound for the A-index for marketing year 2003. The FAPRI November 2003 projection for the
MY2003 A-Index is 70.9 cents per pound, 40 percent higher than the FAPRI November 2002
projections used by Dr. Sumner. Even this revision could be low as the actual A-index for
January 2004 (through January 22) has varied between a low of 75.45 cents per pound on January
2 to a high of 76.95 cents per pound on January 22, 2004. We also note that FAPRI’s November
2002 projections that Dr. Sumner employed did not show, through marketing year 2012, the A-
Index ever rising as high as current prices.

See Brazil’s Further Submission, Annex I, table 1.4.



United States — Subsidies on Upland Cotton U.S. Comments to Brazil’s Answers to Panel Questions Following
(WT/DS267) the Second Panel Meeting — January 28, 2004 — Page 7

FAPRI Baseline Projections for A-Index (cents per pound)

A-Index Nov 2002 Jan 2003 Nov 2003 1/ Increase from Sumner
(Sumner) Nov02 baseline to Nov03
2003/04 50.7 58.4 70.9 39.8%
2004/05 534 58.8 64.5 18.9%
2005/06 55.8 59.4 64.3 15.2%
2006/07 57.6 60.1 63.8 10.8%
2007/08 59.6 61.5 62.7 5.2%

1/ Source: FAPRI Baseline, November 2003 (Exhibit US-132)

12. The current high cotton prices and market expectations of continued high prices are
crucially relevant because, as mentioned, marketing loan payments will not be made if cotton
prices are above the loan rate of 52 cents per pound and, further, counter-cyclical payments will
not be made if the season average farm price is above 65.73 cents per pound (the target price of
72.5 cents minus the direct payment rate of 6.67 cents). The weighted average farm price for
August-November was 62.4 cents per pound, as reported by USDA on January 11, 2004.”

13. Without even referencing the U.S. critique of the modeling used by Brazil with respect to
the challenged U.S. measures, this evidence relating to prices indicates that Brazil’s economic
analysis is founded on price projections that are almost 40 percent below actual prices; thus, the
economic analysis put forward by Brazil does not support a finding of threat of serious prejudice.
Furthermore, we recall that Brazil has argued that the 2002 Act increased the support provided to
upland cotton producers, threatening continued high levels of production, exports, and price
suppression. And yet, U.S. acreage declined in both MY2002 and MY2003, and prices have
steadily recovered from their MY2001-2002 trough to five-year highs. Market participants
expect those high prices to continue. Thus, the evidence does not support the view that the
effects of challenged U.S. subsidies are significant price suppression.

B. ECONOMIC DATA

196. Please provide the latest data for the 2002 marketing year on payments
under the marketing loan, direct payments, counter-cyclical payments, user
marketing certificate (step 2) programmes and export credit guarantee
programmes. BRA, USA

14. In its reply, Brazil makes several unfounded accusations and misrepresentations of fact.
In this comment, the United States attempts to disentangle fact from fiction for the Panel.

" World Agricultural Supply and Demand Estimates, USDA, WAOB, WASDE-406, January 11, 2004.
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15. Brazil asserts that through its December 18, 2003 letter, “the United States has finally
confirmed — after asserting the contrary repeatedly to Brazil and then to the Panel — that it has
collected complete planted acreage, contract base acreage, contract yields, and even payment data
that would allow it to calculate with relative precision the amount of direct and counter-cyclical
payments made to current producers of upland cotton in MY 2002.” There are several errors in
this passage. First, the United States recalls that it was the United States itself at the second
session of the first panel meeting that brought to the Panel’s and Brazil’s attention the planting
reporting requirement that was introduced by Section 1105 of the 2002 Act (7 USC 7915). Thus,
the United States did not “finally confirm[]” the maintenance of planting data on December 18.

16. Second, the United States never asserted that it did not have contract base acreage and
contract yield information. The United States explained that it did not track decoupled payments
by recipients’ production and thus did not maintain information on the payments made for upland
cotton base acres to upland cotton producers. That statement remains true today. In fact, while
Brazil’s statement asserts that “planted acreage, contract base acreage, contract yields, and . . .
payment data” can be used to calculate the amount of decoupled payments “made to current
producers of upland cotton,” this information would allow the calculation of decoupled payments
made to farms that reported planting upland cotton. As stated, the United States does not collect
information relating to whether a farm produces upland cotton. Therefore, the data referenced by
Brazil would allow calculation of payments made to upland cotton “planters,” and in fact the
United States has provided the contract data to perform this calculation on December 18 and 19,
2003.

17. Brazil claims that it “cannot calculate direct payment and counter-cyclical payment
figures” because it was not provided (ignoring that Brazil bears the burden of proof in this
dispute) “farm-specific identifying numbers, thus rendering any matching of farm-level
information on contract payments with information on farm-specific plantings impossible.” This
statement was indecipherable to the United States until the Panel insisted that Brazil explain its
proposed methodology for calculating those payments in Question 258. The United States
comments on this proposed methodology, which lacks any basis in the Subsidies Agreement, any
WTO agreement, or in economic logic, in its comment on Brazil’s answer to Question 258.

18. It is, of course, ironic to read Brazil’s suggestion that only the “unique farm number (or a
substitute number protecting the alleged confidentiality of farmers) would allow any matching”
since the United States expressly asked Brazil at the second panel meeting whether it could act to
protect the privacy interests of U.S. cotton producers, perhaps by obscuring farm numbers. The
Panel Chairman also inquired of Brazil whether obscuring the farm numbers would be
acceptable, but Brazil refused to agree to any such step, insisting that all of the information,
including farm numbers, be provided as set out in Exhibit BRA-369. Thus, it is Brazil that
refused to allow “a substitute number protecting the . . . confidentiality of farmers” — or any other
step to maintain farmer confidentiality — to be used. The United States again notes Brazil’s
reference to “a private U.S. citizen making a simple FOIA request,” who was in fact a member of
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Brazil’s delegation, and reminds Brazil for the third time of the U.S. request for assistance in
curing the breach of privacy that resulted from providing that planting information.

19. We also note that in Brazil’s response, Brazil references several payments that were not
included in the Panel’s question, namely, crop insurance payments, cottonseed payments, and
“other payments.” Brazil does not state for what year these payments apply.

20. With regards to crop insurance payments,® we note that the data provided by Brazil for
crop insurance net indemnities with respect to upland cotton in 2002 is incorrect.” However, the
only crop insurance payments within the scope of Brazil’s panel request are payments to “upland
cotton producers, users, and exporters.”'® Thus, Brazil is once again attempting to broaden the
scope of this dispute to measures beyond its panel request, and the Panel should reject that effort.

21. With respect to cottonseed payments, the United States recalls the panel’s communication
of 8 December 2003 in which it stated that “[t]he Panel intends to rule that cottonseed payments
made under the Agricultural Assistance Act of 2003 are not within its terms of reference.” Thus,
Brazil’s citation to the amount of cottonseed payments made under this Act are not only outside
the scope of the question but also outside the scope of this dispute. With respect to “other
payments,” the United States recalls its preliminary ruling request that these payments are not
with the Panel’s terms of reference."'

22. With respect to direct and counter-cyclical payments, Brazil continues to put forward
erroneous figures before the Panel. Brazil fails to make any adjustment in the amount of
payment to reflect the proportion of cotton planted acreage that is rented or owned. However,
those “subsidies” to cotton producers that are the subject of Brazil’s panel request must “benefit”

¥W e also note that Brazil has insisted that crop insurance premium payments are “specific” subsidies within
the meaning of Article 2 of the Subsidies Agreement because the crop insurance statute precludes coverage of
livestock. See, e.g., Brazil’s Further Rebuttal Submission, para. 163. At one time there was such an exclusion, but
as we have previously pointed out, it was removed. In fact, Brazil simply and repeatedly misquotes its own exhibit,
which does not contain the “excluding livestock” language of the old statute. See Exhibit BRA-30, at 1-44 to 1-45
(extending coverage to enumerated products and “any other agricultural commodity, excluding stored grain,
determined by the Board, or any one or more of such commodities, as the context may indicate”).

°Total indemnity payments paid to upland cotton producers in 2002 was $400,686,555. Total upland cotton
premiums were $317,610,012 of which the government provided premium subsidies of $194,111,641 and
$123,498,371 was paid by producers. Thus, net indemnities (that is, indemnities minus producer-paid premiums)
paid to upland cotton producers in 2002 was $277,188,184 ($400,686,555 minus $123,498,371), not $298.3 million
as reported by Brazil.

%See WT/DS267/7, at 1 (“The measures that are the subject of this request are prohibited and actionable
subsidies provided to US producers, users and/or exporters of upland cotton.”).

""U.S. Further Written Submission, Section II. The United States also recalls its point above, namely Brazil
has conceded the correctness of the U.S. view that this Panel’s terms of reference cannot expand beyond their scope
of the date of panel establishment. In its answer to the Panel’s Question 247, Brazil states: “Thus, the ‘matter’
before the Panel has not changed (and cannot) since the establishment of the Panel.” Brazil should also have
acknowledged that, despite this assurance, it has in fact attempted to change the matter before the Panel.
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producers.'? Brazil itself has conceded that land rental rates as of marketing year 1997 — that is,
one year after introduction of the decoupled production flexibility contract payments — reflect the
capture of more than one-third of the subsidy by landowners. Finally, Brazil has not allocated
these decoupled payments that are not tied to the production, use, or sale of any product across
the total value of the recipient’s production, the only allocation methodology set out in the
Subsidies Agreement and, in fact, applied by Brazil itself for countervailing duty purposes."

23. With respect to the export credit guarantee programs, Brazil “estimates the amount of
payments using the ‘guaranteed loan subsidy’ estimate FY 2003.”'* This figure is of course not a
payment at all, but merely a prospective budgetary estimate calculated under the Federal Credit
Reform Act of 1990. As the United States noted in its answer, for all cotton for fiscal year 2003
(October 2002 - September 2003), outstanding claims are $280,898, less than one-tenth of one
percent of the value of registrations — further evidence, specific to cotton export credit guarantees
in particular, that premiums are more than sufficient to cover operating costs and losses.

199. What is the composition of the A-Index? We do note footnote 19 and, for
example, Exhibit BRA-11, but please explain more in detail how this index is
calculated. BRA

24. With respect to the explanations of Brazil of the A-Index, we note that the A-Index is not
a price for a “world market” for purposes of Article 6.3(c). As Brazil’s answer puts it, the A-
Index is an “average price,” a “composite of quotations from the major producing regions around
the world, much like a poll” (para. 11). The A-Index is also not a “price” in a “world market”; it
is a Northern Europe-delivered price quote. We note the statement in paragraph 16 of Brazil’s
answer that “the average A-index price” in the week of export “would only be an estimate and
would not necessarily reflect the price received by the U.S. producers, or the prices received by
the exporters.” Finally, we note that there are 16 different quotes, and the A-Index consists of the
average of the lowest 5. The fact that the prices differ also indicates that there is not one “world
market” price. There is also a B-Index composed of upland cotton price quotes of lower quality
growths, again suggesting that the A-Index is not a “world market price.”

200. Concerning the chart on page 37 of Brazil's further rebuttal submission, why
did Brazil use a futures price at planting time? Is this a relevant measure for
assessing acreage response? BRA

2See Panel Report, United States — Imposition of Countervailing Duties on Certain Hot-Rolled Lead and
Bismuth Carbon Steel Products Originating in the United Kingdom, WT/DS138/R, adopted 7 June 2000, paras. 6.65
and 6.66 (quoting and agreeing with Canada — Aircraft panel: “’A “benefit” does not exist in the abstract, but must
be received and enjoyed by a beneficiary or a recipient. Logically, a “benefit”’can be said to arise only if a person
... has in fact received something.’”).

BSee U.S. Comment on Brazil’s Answer to Question 258 from the Panel.

“Brazil’s Answer to Question 196 from the Panel, para. 9.
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25. Brazil asserts that U.S. producers are largely unresponsive to market price movements
and cites a chart provided in their oral statement of December 2 that showed cotton future prices
and planted cotton acreage. However, using a simple cotton price is inappropriate to measure
price responsiveness. Prices for cottons alternatives also fell from 1999 to 2002. A farmer
cannot just consider cotton prices but must instead consider the opportunity cost at the time of
planting. Operating costs being covered (as the United States has already shown the farmer
expected to do in each year), he must decide which crop to plant, and this requires looking at the
cotton price relative to alternatives. In fact, this is the approach taken by FAPRI and Dr. Sumner
in considering net returns of cotton versus other crops."’

26. When one considers movements of cotton futures versus the price of a substitute like
soybeans, a far different picture emerges than the one promoted by Brazil in its response to
question 200. The graph below uses the same planted area numbers and time period as Brazil. It
shows planted area is price responsive when judged against the more appropriate ratio of cotton
to soybeans harvest season futures prices at the time of planting.'

Upland Cotton Planted Acreage
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27. In the U.S. Comments Concerning Brazil’s Econometric Model, we point out that the

correlation between planted acreage and the ratio of cotton futures to soybean futures is 0.69 over
the 1996 to 2002 period. This compares to a correlation of 0.40 for lagged prices to planted
acreage, and a negative correlation using Dr. Sumner’s expected net return calculation and
planted acreage. Thus, in contrast to statements by Brazil that futures prices are poor predictors

BIndeed, our objections to their approach focuses on the use of lagged prices rather than futures prices as a
proxy for producer price expectations.

'The cotton-soybeans futures price ratio is drawn from the U.S. answer to question 175 from the Panel,
paragraph 118.
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of planted acreage, the correlation data suggest that the futures price ratios are better predictors of
planted acreage than the arbitrary net return calculations as constructed by Dr. Sumner.

28. In conclusion, the United States has demonstrated that because the harvest season cotton
futures price at planting was above the marketing loan rate (in MY99-01), farmers were planting
for the market, not the loan rate. But it is simplistic for Brazil to put compare cotton plantings to
futures and judge U.S. farmers not to be price responsive. The United States has never claimed
(nor would it) that cotton futures are the only variable that matters for purposes of planting
decisions. The correlation data on cotton planted acres to the cotton / soybeans futures ratio
shows that competing crops must be factored into any planted acreage analysis. Thus, if Brazil
had been interested in presenting an accurate analysis to the Panel, it could have presented such
data, or even incorporated alternative crops besides soy from each relevant growing region.
Brazil preferred to put forward an analysis that could only serve to obscure the issue.

201. Is data available to show the proportion of US upland cotton production sold
under futures contracts, and the prices under those contracts, at different times
during the marketing year? If so, please provide summarized versions to the Panel.
How does a futures sale impact the producer's entitlement to marketing loan
programme payments? BRA, USA

29. As was pointed out in the U.S. response to question 201, cotton producers’ use of futures
and option markets is high relative to other crops. Based on survey data from the 1996 USDA
Agricultural Resource Management Study, it is estimated that between 35 and 57 percent of
cotton farmers used a hedging instrument in 1996. (The ranges reflect a 95 percent confidence
interval.) In addition, an estimated 63 to 89 percent of cotton farms used cash forward contracts
in 1996."7 These survey results suggest that even seven years ago a large proportion of cotton
farmers either directly or indirectly priced their cotton off of organized futures and options
markets.

30. Moreover, futures markets provide producers information regarding the future price
outlook even if they do not hedge directly on the exchange. For example, the January 16, 2004
newsletter by cotton market analyst O.A.. Cleveland states:

With December [futures contract price] exhibiting signals of breaking away from old crop
prices, hedging of new crop has increased. Now above 69 cents, December will need to
move higher to prevent acreage loss to both soybeans and corn. A soybean/cotton ratio
of 9.5 to 1 is enough to begin moving some land from cotton to soybeans (November
soybeans to December cotton). A 10 to I ratio accelerates the switch. A September

A forward contract is defined as a cash market transaction in which two parties agree to buy or sell a
commodity or asset under agreed-upon conditions. For example, a farmer agrees sell, and a ginner or warehouse
agrees to buy, cotton at a specific future time for an agreed-upon price or on the basis of an agreed on pricing
mechanism (such as a futures or options market). See Exhibit US-121, page 22.
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corn ratio of 4 to 1 over December cotton takes more cotton acreage. With both
management and capital risk greatly reduced for both of these crops, relative to cotton,
significant cotton acreage can be loss if cotton becomes less favorable. With world cotton
carryover at a decade low, the new crop December must maintain its tie to the
grain/oilseed complex instead of the old crop cotton contracts.'®

Note that Dr. Cleveland refers not just to cotton futures but to the cotton to soybean ratio and the
ratio between cotton futures and corn futures. He confirms not just the importance of cotton
futures prices in guiding cotton planted acreage decisions but, more significantly, the relationship
of cotton futures prices to the futures prices of competing crops like soybeans and corn.

31. Brazil has presented no evidence that any farmer ever planted based on “lagged prices”
(or its “estimated adjusted world price”). Despite Brazil’s criticisms of looking at December
futures p